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Note on Currency: In this Annual Report, unless otherwise specified or the context otherwise requires, all dollar amounts are expressed in United 
States dollars. 


About the Cover 


Reminiscent of our Company’s historical involvement in the real estate industry through The Rose Corporation 
and in anticipation of our proposed name change, we have chosen the image of a rose to herald the return to our 
roots described elsewhere in this Report. 


# (3 
Enscor Inc.’s Canadian operations are currently focused on both long and short-term real 

estate investment activities. Short-term investments consist of mezzanine financing, equity loans, 

bridge loans, and other forms of credit enhancement to development projects being managed by 

others. The balance of our activity will involve the acquisition and management of niche income 

. producing properties, such as assisted care adult living centres, self-storage mini-warehouse 

facilities, and hotels. 


The Company’s U.S. operations continue in a limited way in the heat exchange industry 
through its ownership of California based Hayden Industrial Products. Hayden manufactures 
and markets heat exchangers for industrial and mobile applications and for heavy-duty trucks. 


LETTER TO SHAREHOLDERS 


At the end of last year’s Letter to Shareholders, having concluded the sale of most of the components of The 
Equion Corporation and being down to our last remaining land holding in Whitby, Ontario, we recognised a need for 
a future business strategy for Enscor that would earn the confidence and support of our shareholders. Since then, we 
have completed the sale of all of the remaining Equion businesses, except for the Hayden Industrial Division, and 
have concluded the sale of our land in Whitby. As a result of this activity, our balance sheet at year end reflected a 
manufacturing concern in southern California, a successful resort hotel in northern Ontario, and a considerable pool 
of cash and near cash assets. Although the Business Review section of this report discusses our activities over the 
past year, the bulk of this letter will address our plans for the future. We hope that you will share our sense of 
excitement and enthusiasm for our new direction which, as you will soon see, is really a return to our roots. 


Over the past year, we have actively explored a new real estate investment direction for Enscor, a direction 
recently endorsed by your Board of Directors, and a direction which will exploit the core competencies acquired by 
senior management over many years. Our strategy for income generation and wealth creation will employ both short 
and longer-term components. A portion of our portfolio will take the form of short-term investments in active 
development projects. These investments are expected to generate high rates of return and may create opportunities 
for more permanent investment. We intend to invest the balance, and indeed the majority, of our capital in 
specialised income producing and growth oriented real estate assets. 


The short-term side of the business may best be thought of as structured real estate financing. We offer 
financial support to experienced real estate developers in need of equity or near equity loans to enable them to 
source traditional construction and take-out financing from banks, trust, and insurance companies. Our participation 
may take the form of a direct equity investment, a mezzanine loan, a very short-term bridge loan, a pre-purchase of 
inventory or, in some cases, a guaranty or other credit enhancement device. We tailor our participation and the 
terms of each financing to the particulars of the project, the nature and extent of the client’s commitment, the 
demands of the traditional lenders, the alternate security available, and the preferences of the client. 


Our own background in the real estate development business permits us to quickly and capably assess 
opportunities in light of current market conditions, and to add value to our client’s project through advice and 
sometimes direct intervention. Having been there ourselves, we understand the vagaries of the business and are able 
to adapt and adjust our participation and financial support to meet circumstances as they unfold. Our clientele 
values our responsiveness, our expertise, and our flexibility as the factors that separate us from more traditional 
lenders. Regardless of our role, we take an active interest in each project funded and do not consider our 
involvement successful unless our client’s financial objectives are also met. Investments in this portfolio are 
expected to show returns in the range of 25 to 40% or higher per annum and are generally designed to be outstanding 
for between not less than six and not more than thirty months. To facilitate our participation in a greater number of 
projects, we have established informal alliances with others engaged in related activities. 


The second leg of our strategy reflects our appreciation of the fact that the investment quality of any asset, 
including real estate, is only as good as the management expertise that can be applied to it. In light of this, we will 
engage in the direct acquisition of income producing real estate assets connected with several core business areas 
and will align ourselves with a small group of entrepreneurs, each of whom has a demonstrated ability to manage 
and develop properties within their respective niches. The business areas under active consideration include assisted 
care adult living centres, self-storage mini-warehouse facilities, and hotels. This strategy is predicated on the belief 
that each area of endeavour will prosper best if the individual talents of those who will be managing it are allowed to 
operate in the independent entrepreneurial environment in which they have succeeded. In each case, we will supply 


most or all of the capital to acquire the assets. While arrangements may vary over time, our management partners 
will, through their own companies, enjoy minority participation in the cash flow and value growth of the assets, as 
part of their reward for originating and managing the investments. We also intend to acquire a significant direct 
ownership interest in each of those management entities. 


The adoption of this business strategy has a number of implications. Although we have amassed significant 
equity, much of which is quite liquid, we will require additional funding to meet our objectives. To this end, we have 
commenced two discreet initiatives. First, we have announced our intention to sell Hayden Industrial Products to an 
entity controlled by Enscor’s principal shareholder group. The transaction and the ascribed value will be supervised 
by an independent committee of the Board pursuant to the appropriate regulatory guidelines. This initiative has a 
dual motivation. Most directly, it will see the injection of cash above book value. At least as important, however, it 
will render Enscor a pure real estate investment vehicle going forward, which is critical to the second motivation, the 
need to raise additional capital. We are currently exploring various financing options. 


With the exception of a small private placement of debt and preference shares in 1988, Enscor has not raised 
money in the capital markets since the time of its initial public offering. We sit today with common equity of 
approximately $25 million and no debt. We now have a plan which generates a clearly defined need for additional 
capital. While the short-term side of our investment activity can be supported, for the time being, by our existing 
resources, and is expected to generate substantial profits, our long-term investment strategy requires a major 
commitment of capital. 


In light of this, and so as to establish an acceptable valuation of the Company for financing purposes, we will 
make a concerted effort to develop a more meaningful following for the Company and its stock, including initiatives 
to help get and keep the message out in the investment community. We also intend to expand and modify our Board 
from its existing seven directors, to nine individuals chosen, in part, for their ability to assist us in implementing and 
advancing our strategy. Finally, at our upcoming Shareholder’s Meeting, we will seek approval for a name change to 
The Rose Corporation, reflecting our active return to the real estate environment. We believe that the marketplace 
will respond positively to these initiatives. 


We are enthusiastic about our new direction. It manifests a decision to actively exploit clearly defined areas of 
competency, knowledge, and experience within our senior management group in a very focused way. We believe 
that this return to our roots will bear fruit for many years to come. 


Yours very truly, 


SAM REISMAN STEPHEN R. MORRISON 
Chairman and Chief Executive Officer President 


BUSINESS REVIEW 


Overview 


Enscor’s U.S. operations are currently in the heat exchanger industry through Hayden Industrial Products 
LLC. Until December 1996, Hayden was a division of The Equion Corporation. Approximately 70% of Equion was 
acquired in May 1993, and the remainder during fiscal 1996. In addition to Hayden Industrial Products, Equion 
engaged in other manufacturing and distribution activities, primarily in the automotive industry. As described 
below, these other businesses have been sold. 


In Canada, operations are now focused on real estate investment. There will be both short and long-term 
aspects to the business activities. The short-term side will consist of financing development projects carried out by 
others. The long-term strategy will be to invest in certain specialized income producing and growth oriented real 
estate assets. 


Prior to 1993, the Company concentrated its active operations on real estate development within the Greater 
Metropolitan Toronto commutershed. Activities included development and sale of land, marketing and building of 
low and high-rise residential properties, and the development of commercial sites for retention or sale. The 
Company began an orderly withdrawal from the industry commencing in late 1991 and sold its last remaining active 
development site in 1997. 


Automotive and Industrial 


On July 31, 1995, Equion completed the sale of Signet Systems, one of its four U.S. divisions, together with 
Signet AutoAir, an 80% owned German subsidiary. Signet and Signet AutoAir manufactured climate control 
systems and components, primarily serving original equipment manufacturers. In the fall of 1995, stimulated by the 
express desire of its minority shareholders to have their shares repurchased, Equion initiated a process to sell its 
remaining aftermarket and industrial businesses. 


During fiscal 1996, the TCI and Trans-Tool divisions were sold, along with Hayden’s aftermarket engine 
driveline product line. TCI manufactured and marketed high-performance automotive products, while Trans-Tool 
manufactured and marketed specialty transmission repair tools and garage equipment. In December 1996, Equion 
completed the sale of Hayden’s aftermarket cooling business. Subsequently, in an internal reorganization, Hayden’s 
remaining industrial cooling products business was transferred to a separate wholly-owned entity, and Equion was 
liquidated into another Enscor subsidiary. 


Cooling Systems 
(Part of heat exchanger industry) 


Hayden’s industrial cooling products business, based in California, manufactures and markets heat exchangers 
for industrial and mobile applications and for the heavy-duty truck industry. In addition to oil coolers sold to OEMs 
in the truck sector, Hayden sells a broad line of heat exchangers and accessories to industrial OEMs and to fluid 


power distributors. Most of Hayden’s products are highly engineered, designed for specific applications, or in 
response to specific customer needs. 


_ Real Estate Investment 


During the year, the Company completed the sale of its Whitby site, representing the last remaining active 
development project, and refocussed on real estate investment. Previously active managers and operators of a real 
estate development and residential construction business, the Company will now concentrate on financing short- 
term development projects carried out by others and investing in certain niche long-term income producing real 
estate assets. 


Short-term financing and development 


Sometimes referred to as merchant banking, the short-term structured financing side of the business will take 
the form of direct equity loans, mezzanine loans, short-term bridge loans, a pre-purchase of inventory, or in some 
cases, nothing more than a guaranty or other credit enhancement device. Project terms will typically range between 
six and thirty months. These short-term high-yield investments are expected to provide a profitable earnings base 
and, more importantly, may lead to investment opportunities for our long-term business focus. 


Customers are typically experienced real estate developers in need of equity or near equity loans to enable them 
to source traditional construction and take-out financing from banks, trust, and insurance companies. 


Long-term income producing 


The long-term focus will involve the acquisition of real estate assets connected with several core business areas. 
The business areas presently under consideration include assisted care adult living centres, self-storage mini- 
warehouse facilities, and hotels. Common to each is its real estate orientation, leading to an alignment with a small 
group of entrepreneurs, each of whom has a demonstrated ability to manage and develop properties within their 
niche. In each case, the Company will supply most or all of the capital to acquire the assets. While arrangements 
may vary over time, our management partners will, through their own companies, enjoy minority participation in the 
cash flow and value growth of the assets as part of their compensation for originating and managing the investments. 
It is also anticipated that the Company will acquire a substantial interest in each of those management entities. 


As part of its long-term income producing business, the Company owns the Best Western Hidden Valley 
Resort Hotel in Huntsville, Ontario. The Hotel completed its best year since its acquisition in 1988, resulting in a 
54% occupancy level, $0.39 million of operating earnings, and $0.55 million of operating cash flow. The mid-1992 
renovation, completed in conjunction with the Best Western affiliation, together with the early 1993 inauguration of 
the Golden Griddle franchise, have assisted management in generating steadily improving occupancy levels, cost 
efficiencies, and bottom line results. 


MANAGEMENT’S DISCUSSION AND ANALYSIS OF 
FINANCIAL CONDITION AND RESULTS OF OPERATIONS 


Overview 


In 1995, the Company’s U.S. subsidiary, The Equion Corporation, began the process of selling its business 
units. The sales to date include the Signet Systems division together with its Signet AutoAir subsidiary in July 1995 
(the “Signet Sale”), the TCI division in December 1995, the Trans-Tool division in February 1996, the Hayden 
division’s engine driveline (“EDL”) product line in April 1996, and Hayden’s aftermarket cooling business (the 
“A/M Sale”) in December 1996. 


In addition during fiscal 1996, Equion repurchased all of the shares held by its minority shareholders for 
$12.8 million. In a related transaction with one of those minority shareholders (Equion’s former chief executive 
officer), Enscor repurchased 477,931 of its common shares at $1.10 Cdn. per share and prepaid a $0.6 million 
promissory note. Also in 1996, Enscor redeemed all of its outstanding preferred shares for $5.0 million. 


Following the A/M Sale, for internal corporate planning purposes and to simplify organizational holdings, the 
Company restructured a number of its subsidiaries. Pursuant to this restructuring, Equion was liquidated into 
another U.S. subsidiary and Hayden’s remaining industrial cooling products business was transferred to a separate 
wholly-owned entity. This internal restructuring did not impact the Company’s financial statements. 


Recently, the Company has refocussed on real estate investment. The short-term focus will be on real estate 
structured financing, sometimes referred to as merchant banking. Transactions may include mezzanine loans, 
guarantees, a pre-purchase of inventory, or direct equity participation. These short-term high-yield investments are 
expected to provide a profitable earnings base and, more importantly, may create opportunities for our long-term 
business focus. The long-term focus will be to invest in certain specialized, income producing and growth real estate 
assets. Business areas currently under consideration include assisted care adult living centres, self-storage 
mini-warehouse facilities, and hotels. 


In 1993, the Company adopted the U.S. dollar as a basis for reporting results. As well, effective July 31, 1993, 
the Company changed its fiscal year end from December 31 to July 31. The Company’s audited consolidated 
financial statements are prepared in accordance with Canadian generally accepted accounting principles (see 
note 15 to the Statements for a reconciliation to U.S. generally accepted accounting principles). 


Financial Condition, Liquidity, and Capital Resources 


The Company’s working capital decreased to $17.4 million at July 31, 1997, $3.0 million lower than July 31, 
1996 levels. The decrease is substantially attributable to the impact of $3.5 million of long-term loans receivable 
plus $1.0 million of capital expenditures, offset partly by the fixed asset proceeds from the A/M Sale. 


The Company has no long-term debt. Of the $2.3 million balance as at July 1996, $0.2 million was assumed in 
connection with the A/M Sale. The $2.1 million remainder pertained to the Whitby, Ontario land development site 
which was sold in June 1997 (the “Whitby Sale’’): Part of the debt had been paid down in November 1996 and the 
balance retired upon completion of the sale. 


In May 1997, the Company initiated a normal course issuer bid through the facilities of The Toronto Stock 
Exchange. Under the terms of this bid, the Company may purchase a maximum of 1,148,000 Common Shares over 
the 12 month period ending May 8, 1998 for an aggregate consideration not exceeding $1,265,000 (Cdn.). The 
Company’s board of directors believes that the acquisition of Common Shares represents a worthwhile investment 
due to the market’s current undervaluation of the shares. Purchases will be funded out of the Company’s surplus 
cash resources. Pursuant to this bid, the Company purchased 72,000 common shares at an average price of $1.20 
(Cdn.) by July 31, 1997. In September 1997, an additional 12,100 common shares were purchased at $1.15 (Cdn.). 


In addition during fiscal 1997, pursuant to the January 1996 termination of Mr. Paul Loulis, a former Equion 
executive officer, the Company repurchased 20,000 common shares from Mr. Loulis at $1.01 (Cdn.) per share. 
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Cash and short-term investments increased to $12.3 million as at July 31, 1997, $1.5 million higher than at 
July 31, 1996. The increase is substantially attributable to the proceeds from the A/M and Whitby Sales, less 
$5.4 million invested in loans receivable pursuant to the Company’s new direction into the real estate investment 
business. Restricted cash remains unchanged at $0.5 million. The Company believes that its unrestricted cash 
position and operating cash flows are sufficient to meet all known cash commitments. However, it is anticipated that 
additional cash resources will be required to support the expected expansion of its real estate investment business. In 
- that respect, the Company will, during the balance of fiscal 1998, explore its financing options. 


Results of Operations 
1997 versus 1996 
Summary 


Revenues for 1997 were $21 million, versus $57 million last year. The decrease is primarily attributable to the 
Equion operations which have been sold. Operating earnings of $0.1 million were recorded this year, compared with 
a $5.9 million loss last year. The impact from the disposal of Equion’s assets together with other related charges 
resulted in a net loss of $0.9 million in 1997 versus a $4.2 million loss in 1996. 


Automotive and Industrial 


Automotive and industrial sales decreased from $51.9 million in 1996 to $13.8 million in 1997 as a result of the 
disposal of Equion’s business units. This year’s sales are entirely attributable to Hayden’s remaining industrial 
cooling products business and are approximately 9% higher than the comparable level last year. 


In prior years, Hayden Industrial Products was operated as part of the overall Hayden division which also 
included the “now sold” EDL product line and the aftermarket business. As a result, certain overhead costs and 
expenses were shared and not directly divisible. Accordingly, other than sales revenue, there was no precise stand- 
alone history for Hayden Industrial Products until this year. With the completion of the A/M Sale and the decision 
to retain Hayden Industrial Products, it was recognized that the standard costing process, inventory control, and the 
computer system all required upgrading. A new computer system was selected and, after months of preparation, 
implemented on August 1, 1997. The system will significantly enhance the sophistication level of Hayden’s reporting 
and control procedures, and facilitate a more refined costing and pricing approach with customers. 


As part of the implementation process, which required a complete review of the standard costing and inventory 
control procedures, it was determined that Hayden had not been adequately recording its full cost of sales and that a 
2% gross margin adjustment was required. This adjustment, totalling $0.3 million, was recorded in the fourth 
quarter. Management will carefully monitor margins on an ongoing basis. 


For the year, net of the adjustment referred to above, a gross margin of 33.3% was achieved, versus 24.9% last 
year for all operations. Last year’s overall margins were negatively impacted by a variety of factors including higher 
material purchase costs, unusually high warranty and service claims, underabsorbed overheads related to relatively 
low production levels, and a second quarter provision for certain obsolete inventory. 


Selling, general, and administrative expenses were $4.7 million or 34.0% of sales, versus $15.5 million or 29.8% 
of sales last year. This year’s outlays were negatively impacted by Hayden’s transition to a stand-alone operation. It 
is anticipated that, on an ongoing basis, expenditure levels as a percentage of sales will approximate last year’s level. 
Interest income on surplus funds was $0.7 million, versus $1.0 million last year. Most of the surplus funds from this 
year will be redeployed in the Company’s real estate investment business. Divisional earnings of $0.6 million were 
recorded this year, versus a $1.6 million loss last year. 


A $0.7 million loss was recorded in connection with the completion of the A/M Sale. This loss includes 
$0.4 million previously estimated during the second quarter, plus an additional $0.3 million representing warranty 
claims, doubtful receivables, and other costs in excess of previous allowances. As well, a $0.2 million charge was 
recorded for final settlement of a claim in connection with the Signet Sale. Last year, a $4.6 million gain was 
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generated by the TCI, TransTool, and EDL sales, less a $0.8 million adjustment related to the Signet Sale. Also, a 
$0.5 million restructuring charge was recorded in connection with the implementation of ongoing changes at 
Hayden, intended to improve productivity at their manufacturing and distribution facilities. 


Real Estate Investment — Financing and Development 


Revenues of $0.2 million were recorded on four loans yielding, on average, about 30% per annum. The loans 
originated during the fourth quarter of 1997 and are all due within the next two years. Project investigation costs of 
$0.1 million were incurred in connection with all transactions under consideration, resulting in $0.1 million of 
earnings. 


During the year, the Company sold its last Symphony Place condominium suite and its Whitby site for net 
proceeds of $4.4 million, resulting in earnings of $0.3 million net of carrying costs for the Whitby site prior to its 
sale. As well, a $0.5 million charge was recorded to reflect a recent unfavourable decision in connection with the 
Hidden Valley condominium ligitation matter. Although the Company intends to appeal, full provision has been 
made for the Company’s exposure. 


In 1996, revenues of $1.7 million and earnings of $0.1 million were generated by the sale of the Markham land 
development site and two Symphony Place condominium suites. A $3.2 million provision for diminution in asset 
value was recorded in connection with the Whitby property, resulting in a $3.1 million net loss. 


Real Estate Investment — Hotel 


Our Best Western Hidden Valley Resort Hotel recorded revenues of $2.0 million and earnings of $0.39 million 
this year, an increase of 7% and 131%, respectively, over last year’s revenues of $1.9 million and earnings of $0.17 
million. The revenue increase reflects higher occupancies and room rates. As a result of the stability of the property, 
the higher revenues produced, for the most part, dollar-for-dollar higher earnings. Together with other savings and 
efficiencies, year-over-year earnings more than doubled. 


Corporate and Other 


Net corporate overheads and other outlays of $0.9 million were incurred this year, versus $1.4 million last year. 
The difference is primarily attributable to the elimination of dividends and interest on the preferred shares and long- 
term debt which were repaid during fiscal 1996. 


Results of Operations 
1996 versus 1995 
Summary 


Revenues for 1996 were $57 million, versus $141 million in 1995. The decrease is primarily attributable to the 
Equion operations which were sold commencing in July 1995. An operating loss of $5.9 million was recorded, 
compared with a loss of $3.6 million in 1995. After including the gain on disposal of the Equion assets together with 
other related charges, a net loss of $4.2 million was incurred in 1996, versus $8.9 million of net earnings in the 
previous year. 


Automotive and Industrial 


Automotive and industrial sales decreased from $139 million in 1995 to $52 million in 1996. The decrease is 
attributable to Equion’s sales of its business units. Excluding the operations which have been sold, there was a 9% 
increase on a comparable year-over-year basis. This increase was primarily attributable to new customers and 
additional products at Hayden. 


A gross margin of 24.9% was achieved, compared to 25.1% in the prior year (28.0% for the comparable 
remaining operations). Margins in 1995 were impacted by a provision of $0.5 million (approximately 1.0 percentage 
point of gross margin) for certain obsolete inventory categories at both Hayden and Trans-Tool. Margins were also 
affected by higher raw material costs, product returns, unabsorbed overheads resulting from relatively low 
production levels during the first half of the year, and a less favourable sales mix. 


Comparable year-over-year selling, general, and administrative (“SG&A”’) costs at the divisional level were up 
by approximately 4% due to higher incentives for existing customers, higher marketing and promotional costs for 
new customers, and the generally higher sales level in 1996. As a percentage of sales, SG&A costs for the 
comparable remaining operations increased only modestly to 29.8% in 1996, versus 29.6% in the previous year. The 
increase resulted, in part, from the higher divisional expenses referred to above. As well, actual corporate 
expenditures only began to decrease significantly following the January 31, 1996 closing of the Kentucky corporate 
office. Accordingly, the relatively high full year corporate expenditure level further increased the percentage of sales 
calculation. 


Net interest income of $1.0 million was earned in 1996 on the surplus funds generated by the sales of Equion’s 
business units, versus a $3.4 million expense in 1995. 


The combination of all of the above resulted in an operating loss of $1.6 million in 1996, versus a $1.9 million 
operating loss in the previous year. 


The 1996 loss was largely offset by a $4.6 million pre-tax and pre-minority interest gain on the sales of Equion’s 
business units, less a $0.8 million adjustment in connection with the July 1995 Signet Sale and a $0.5 million 
restructuring charge in connection with the implementation of changes at Hayden. These changes were part of an 
initiative which commenced in 1995, intended to improve productivity at Hayden’s manufacturing and distribution 
facilities. In 1995, a $21.5 million gain was generated by the Signet Sale, partly offset by a $1.7 million restructuring 
change for the Hayden initiative described above. 


Real Estate Investment — Financing and Development 


In 1996, two of the Company’s three Symphony Place condominium suites were sold, together with the 
Markham, Ontario land development site. A $0.1 million profit was recorded on sales proceeds of $1.7 million. After 
providing for a $3.2 million provision for diminution in asset value related to the Whitby site, a $3.1 million loss was 
incurred. 


In 1995, revenues of $0.3 million were generated primarily by the sale of one Symphony Place condominium 
suite. A $0.1 million loss was recorded, net of a $0.2 million provision for diminution in asset value related to the 
Whitby site. 


Real Estate Investment — Hotel 


Year-over-year revenues at our Best Western Hidden Valley Resort Hotel declined by 3% from $2.0 million in 
1995 to $1.9 million in 1996, primarily due to lower food and beverage sales resulting from a change in the customer 
mix. Occupancy levels and room rates were unchanged. Notwithstanding the lower revenues, earnings from 
operations increased to $168,000 in 1996, versus $52,000 last year. The increase resulted from improved operating 
efficiencies, cost reductions, and lower interest charges following the October 1995 prepayment of the hotel’s 
mortgage. 


Corporate and Other 


Net corporate overheads and other outlays of $1.4 million were incurred in 1996, versus $1.6 million in 1995S. 
Excluding certain one-time savings, there was no appreciable difference on a year-over-year basis. 
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CONSOLIDATED FINANCIAL STATEMENTS OF ENSCOR INC. 


AUDITORS’ REPORT 
TO THE SHAREHOLDERS OF ENSCOR INC. 


We have audited the consolidated balance sheets of Enscor Inc. as at July 31, 1997 and 1996 and the 
consolidated statements of earnings, retained earnings and cash flows for each of the years in the three year period 
ended July 31, 1997. These financial statements are the responsibility of the Company’s management. Our 
responsibility is to express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of 
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Company as at July 31, 1997 and 1996 and the results of its operations and the changes in its 
financial position for each of the years in the three year period ended July 31, 1997 in accordance with generally 
accepted accounting principles. 
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Chartered Accountants 


North York, Canada 
October 8, 1997 


Enscor Inc. 


CONSOLIDATED BALANCE SHEET 


(Expressed in United States th s of dollars) 
_Suly 31, 
S97 1996 
Assets 
Current Assets 
W2-nrand short-term investments (note 16(d)) s,s .c5 65 cece esate ence dees ose $12,338 $10,859 
Oe ISERCCCIVA DION MOLES SSAA) sy, send oi dad at qemneic geendus sie ogee si, bias cee ew 1,902 — 
Trade receivables, less allowance of $266,000 ($500,000 — 1996) (note 4)......... 2,086 [pee 
EAURIOUESMEC CHV AIC AOE gS hoe wet. stote «oor ar Yacitons Ne © custome Re AS Ras ec eae eRes 2,778 3,825 
WN UOC S MUR OTC! ON BaP R arts hore ao ee Seta G, SARA cea iar eee Git aaah ds abies Sass a eicacaty ore 1,218 5,945 
eT MOCK DE Hoes: ANG OUNer CUITCNE ASSETS ion, cies) retina cue cies © ee ols 35 A 435 708 
Pavances 10 ane (TOM related compamies (NOLE 7)... veces pane eee cones oc. ass ens (19) 1,070 
20,738 79,639 
Bee ISSO IS (TMOLCE Sees oe ee ec ree eed pee anal a tee aan As aA ison 0S SIS wis BN 3,038 4,743 
Poene-term. portion of loans receivable (notes 3 and 4) 240 .22.2.0. 0000 sete nese ee ees 3,478 — 
“PED MIOTINL 5 5. gts SA eA cn et aOR, ORS ae eee era yg 13275 1,641 
Bee OMICAIANCG coer a cctera! Re tocush ese agdy eis ti eae RNC woe eer Ses ae gsi galss eMac ia A ST 300 66 
79828,829 $36,089 
Liabilities 
Current Liabilities 
NecoMacsopayable-ang.acctucd diabilities: 5m. 6) c ehaccsteee ue oe acto. <Saas $3377 $ 7,062 
Srirreny Donon. ol long-term debt, (mote. LO) i272 bonne he pote cies ohh ce Horvege io piren Rimi -- 2,220 
3,317 95282 
BOE TINEA ELC Sty ee ee hes fas 2a, Hee Sis ot Aw es Ea Te ey OO ENS Ok 519 581 
om oaernm cbt. less current, poruom (note: 10) mac Augen Mecca actete er oae se ete als So een a 101 
We re PRC CPUC ONC SUAXC Sie ever ot actrees oor he cree ete to ay SN RN es, Ace aR — 66 
3,956 10,030 
Shareholders’ Equity (note 11) 
Common shares 
Authorized: unlimited 
Issued and outstanding: QQyRmee@Or— (22,967,907 — 1996) ..............6..00.- 231974 24,065 
Cmnunlative translationsadjustment.¢ aciwocc os. astxuennoabeneaen to bas eso heen eee WAR) « 146 
ReTAINCA CARING Serayeea ts leur boa ag Mere eS cack ee Nc ee reenter ado as ea SO e 7943 + 1,848 
24,873 26,059 
$28,829 $36,089 


Commitments and contingencies (note 21) 


(See accompanying notes) 


APPROVED BY THE BOARD 


STEPHEN R. MORRISON 
Director 


SAM REISMAN 
Director 
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Enscor Inc. 


CONSOLIDATED STATEMENT OF EARNINGS 
(Expressed in United States thousands of dollars 
except per common share amounts) 


Year Ended July 31, 


1997 1996 1995 
(Restated (Restated 
note 1) note 1) 
Net. Salles 2:22 20h. 5 occ acs Sos eo ee eee $18,231 $53,615 $138,902 
Interest-and other income. s.r ee 3,100 3,209 2,164 
W233) 56,824 =—_—141,066 
Cost:of, Sales js. 5:ic:3. 2 shee eee ee ee eee 13,054 40,600 104,030 
Selling, general, and administrative (notes 16(a) and 17(b)) ............. 7,663 ASSI357 37,404 
Depreciation and: amortization; (notes16(D) meee a eee 543 1,032 2,565 
Provision for diminution in asset values (notes 6 and 14) ................. — 3,165 203 
Dividends paid on‘ preferred*shates 42 4-2 9. eee ee = 412 442 
21,260 _62,746 _ 144,644 
Earmings (loss): from operations «222040255 oe eee ee ee vl (©1922) (3,578) 
Gain: (loss) ‘onydisposal of assets (note<2 mae. 3 ae ee ee (919) 3,749 21,541 
Restrocturing: costs (note: 9) is 2 se ae ci ee ae ee ee ee (500) (1,726) 
Earnings (loss) before income taxes and minority interest ................ (848) (2,673) 16,237 
Income taxes (recovery) (note 12) 
CUETO MEY (Sissies ele suck 16 ie ea Se ev TE 364 597 2,188 
Dehetre 195 e 2 aioistsp ci facie a freee here Sev eee (300) — (174) 
64 597 2,014 
Earnings (loss) before minority interest..~ 2 0... 45-0 oe m(o1Is (3,270) 14,223 
Minority interests Fs i. 2 ae ec tee ee ee ee — 890 5,320 
Net earnings (loss) << ,2220) eo. ee ee $ (912) $(4,160) $ 8,903 
Net earnings (loss) per common share (note 13) 
Basi@. ... ¥4 Pisa AE Se I eee ee et EE Cee $ (0.04) $ (0.18) $ 0.38 
Fully diluted: sei an eee oe ee chee eae ie ar een ee mtn eee $ (0.04) $. (0.18) $ 0.35 


(See accompanying notes) 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 
(Expressed in United States thousands of dollars) 


Year Ended July 31, 


1997 1996 1995 
(Restated (Restated 

note 1) note 1) 
Balance:>— Deomining Or Vea: 4 eee oo othe oe ee a ann tee $ 1,848 $ 6,085 $(2,818) 
Wet earnings. (loss). ccs porate ae ee Pee A as tee dea aa ee (912) (4,160) 8,903 
Disconnt.on reparchase of comimsor- shares <n oacrie. a aie ce acto aeee f — — 
Premium on redemption of preferred shares — (77) — 
Balance:— end of year <:..: 6a5js07 wee Gas ee Re he eee ee $ 94 $ 1,848 $ 6,085 


(See accompanying notes) 
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Enscor Ine. 


CONSOLIDATED STATEMENT OF CASH FLOWS 
(Expressed in United States thousands of dollars) 


Year Ended July 31, 


1997 

Operating activities 
See me ATION MO LOSS ira witty eek neh eA Dale otha Aue muta MS Rare See $ (912) 
Add (deduct) items not involving cash: 

eGssa(eai)rOn disposal. of assets+(MOte 2). dich sc eases sues oeeuone 919 

Pe Ore GEAONmaN ec AMOLIZ AION mehr ais coh Vea We asic con eile eee secinies 812 

Pammorityaoterest. including dividends paid .... 00.0 6s..6 vee ee geese aes = 

EPOVISIONMOL CimMiniitiOn IM -ASSEL VALUES! 2 ois. 2/0006 ace et we Samus cnn — 

mE TCRFC URC ONICALAXCS fatter, BONIS eid RNa EMS ene UR, BR (300) 

519 

Changes in non-cash operating balances (note 19(a)).................. 3,809 
ash provided (used) by operating activities .~ <<<. osc eee cies ces ess 4,328 
Financing activities 
Repayacnuoamions-termydebtit,..) 28.s:Aeo si ees a re eee oes pele (2,147) 
PO ARISBECCOIV AD GUY BIO yee IER NS Ses Rae I eas (5,424) 
inoue sean GHOten TECCIVADICS : Srcyiels |.:6):12) tee dn eet BR ee ae oem 190 
repurchase iol comimon shares ie... 4. Dues eats AS SE eA Gia (91) 
redemption oF preferred: sharess (note? (b)) aa... wane tore ee ee — 
MP USiseuLy ManANCING ACUVILES «a4... en creme Sage en Ne ee ees ae (7,472) 
Investing activities 
Acquisition and development of land and housing...................... (15) 
Peeerety ol-costs thiroush sales= 5... Jue one mee ea ee es 2,018 
Rutenose-omcapitabassets ©. 3 520% 6. So Sane ce = eee eo omen heehee eileen (991) 
rocecos onedisposal-of assets: fs Yao. 2 ing a ee ee ee eee 3,759 
Gostoracquisitrons net of cash’ (note 2)" Sues Mer. See eee ee —_— 
Ashi providedsDy ANVEStINS ACUVITIES 5.200 sters in s Se ee ease oacl an sd cee 4,771 
Pirectomex chance fate ChANOCS ou cue isis ee eon ee eget ears pies (148) 
Mmereascumcasheane Cash CGUIVAICNtS 4. yc tac eel eae merce eerie 1,479 
Cashyand cashvequivalents;— beginning off yeat . > 230.5. aes es 10,859 
Cash and cash equivalents — end of year (note 16(d)) ................ $12,338 


(See accompanying notes) 


1996 


(Restated 
note |) 


$(4,160) 


(3,749) 
1,806 
890 
3,165 


(2,048) 
(1,408) 


(3,456) 


(4,184) 
3,410 

(413) 

(4,973) 


(6,160) 


(612) 
1,624 

(640) 
Dos 

(12,756) 
9.834 
13 
231 
10,628 
$10,859 


1995 


(Restated 
note 1) 


$ 8,903 


(21,541) 
4,463 
5,518 

203 
(174) 
(2,628) 
(6,924) 
(9,552) 


(27,574) 


(6,971) 


(34,545) 


(719) 
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Enscor Ine. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
JULY 31, 1997 


(Tabular amounts expressed in United States thousands of dollars, 
except per common share amounts) 


SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


The financial statements of the Company are prepared in accordance with accounting principles generally 
accepted in Canada which conform in all material respects with accounting principles generally accepted in the 
United States, except as indicated in Note 15. 


Principles of consolidation 


The consolidated financial statements include the accounts of the Company and its subsidiaries, together with 
the Company’s proportionate share of the assets, liabilities, revenues and expenses in a partnership and joint 
ventures. All material intercompany accounts and transactions have been eliminated. 


The principal operating business currently included in the consolidated group is Hayden Industrial Products 
LLC (“Hayden”). Previously, it was The Equion Corporation (“Equion”). For internal corporate planning 
purposes and to simplify organizational holdings, the Company has restructured a number of its subsidiaries. 
Pursuant to this restructuring, Equion was liquidated into another U.S. subsidiary effective December 1996, 


and Hayden’s industrial cooling product business has been transferred to a separate wholly-owned entity. This 
internal restructuring has had no impact on the Company’s financial statements. 


Basis of presentation 

In recognition of substantially all current revenues originating in the United States through Hayden (and 
previously Equion), the Company reports its results in U.S. dollars. The Company’s Canadian operations are 
translated into United States dollars using the end of period exchange rate for assets and liabilities and an 


average prevailing rate during the period for revenues and expenses. Any resulting translation gain or loss is 
recorded in shareholders’ equity. 


Inventories 


Hayden inventories are stated at the lower of cost (first-in, first-out method) and market. 


Capitalization of costs — Land and housing under development 


The Company follows the policy of capitalizing direct carrying costs such as interest, realty taxes and other 
related costs to land under development and housing under construction. 


The Company also capitalizes that portion of interest on general borrowings considered applicable to land 
under development and housing under construction. 


Land and housing under development is recorded at the lower of cost and estimated net realizable value. 


Automotive part sales and warranties 


The Company provides 12 — 36 month warranties on certain automotive parts. A warranty accrual is recorded 
at the time of sale for estimated claims based on historical claims experiences. 
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Revenue recognition 


Revenues from real estate transactions are recognized as follows: 


Biouseisales:. fan waeiouss at the date when title passes and closing has occurred and all material conditions 
precedent to closing have been fulfilled or provided for. 

Condominium sales: ..... when the amount due on occupancy is received and the purchaser is entitled to 
occupancy and undertakes to assume a mortgage for the balance of the purchase 
price. 

PAndISAleS uametuce suns, 4 when all material conditions precedent to closing have been fulfilled, at least 25% 


of the purchase price has been received and interest will accumulate at a 
reasonable rate on the balance which is not subordinated to additional loans on the 


property. 


The Company does not have any continuing involvement with properties sold that would result in retention of 
any substantial risks or rewards of ownership. 


Revenues from real estate investment transactions are recognized as follows: 


POLE CSc sis a fees relating to loan obligations, which are considered an integral part of the yield 
earned on the loan, are amortized over the term of the loan. 
Capital assets 


Capital assets are recorded at cost. Depreciation is provided on a straight-line basis over the estimated useful 
lives: 


Furniture, Machinery and Equipment .... five to eight years 
Bulldings#.2 st nae eae ee eee twenty-eight to forty years 
Keaschold Improvements: 45 eee ae over the term of the specific leases 


Goodwill 


Goodwill, the excess of the cost of business acquisitions over the fair value of the underlying assets acquired, is 
capitalized and amortized on a straight-line basis over thirty years. The Company periodically reviews the 
carrying value of its goodwill to determine whether an impairment in such goodwill has occurred. Substantially 
all of the Company’s recorded goodwill pertains to its investment in Hayden. Therefore, in its review, the 
Company considers management’s long-term projections of Hayden’s operating results, as measured by 
earnings before interest and taxes, and management’s judgment as to the fair value of its investment in Hayden, 
using objective third-party criteria wherever possible. 


Deferred income taxes 


The Company follows the deferral method of tax allocation under which income taxes are provided for in the 
period during which transactions are included in accounting income. 


Accounting Change 


In 1997, the Company retroactively applied the recommendations set forth in CICA Handbook Section 3860 
for financial instruments. Accordingly, certain preferred shares redeemed in 1996 were required to be treated as 
financial liabilities. The results of operations and changes in financial position have been restated to present the 
preferred share dividends paid of $412,000 in 1996 and $442,000 in 1995 as an expense. 


Use of Estimates 


The preparation of financial statements in conformity with generally accepted accounting principles requires 
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and 
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of 
revenues and expenses during the period. Actual results could differ from those estimates. 
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ACQUISITIONS AND DIVESTITURES 


(a) 


(5) 


(4) 


(e) 


(f) 


Certain Assets Of Automatic Flywheel, Inc. 


On April 19, 1994, Equion acquired the flywheel, ring gear, and cable product lines of Automatic 
Flywheel, Inc. of Dallas, Texas. The acquired operations were integrated into Equion’s Hayden division. 
The purchase price was $2,039,000, satisfied by a cash payment of $1,829,000 and the assumption of 
a note payable of $210,000. 


Signet AutoAir Klimaanlagen GmbH (“SAA”) 


On September 1, 1994, Equion acquired, for $1.9 million, an 80% interest in SAA which purchased 
certain assets of AutoAir Klimaanlagen GmbH. SAA, located in Goch, Germany, is a designer and 
manufacturer of air-conditioning kits and components serving the automotive, truck, and off-highway 
vehicular marketplace, primarily in Europe. 


Sale of Signet Systems, Inc. (“SST”) and Capital Stock of SAA 


On July 31, 1995, Equion completed the sale of all of the business and substantially all of the property, 
rights, and net assets of SSI, one of its divisions, and all of its capital stock of SAA, for approximately 
$56.0 million. A $21.5 million pre-tax gain was recorded at the time. Equion received a cash payment of 
$49.0 million and two promissory notes each for $2.5 million (note 5(a)). As well, an additional 
$2.0 million of proceeds were receivable under price adjustment provisions of the agreement. SSI’s and 
SAA’s net sales for the year ended July 31, 1995, were $76,103,000. 


Sale of TCI and Trans-Tool divisions and Engine Driveline product line (“EDL”’) 


Effective December 29, 1995, Equion completed the sale of the business and assets of its TCI division. 
On February 29, 1996, its Trans-Tool division was sold and, on April 30, 1996, the EDL sale was 
completed. In total, a $4.6 million pre-tax gain was recorded on proceeds of $23.5 million. This pre-tax 
gain was offset by a $0.8 million charge representing certain price adjustments in connection with the 
1995 sale of SSI and SAA. Combined net sales for TCI, Trans-Tool, and EDL for the year ended 
July 31, 1996 were $20,971,000 (1995 - $32,362,000). 


The Equion Corporation 


During fiscal 1996, the Company acquired all of the common shares previously held by the minority 
shareholders. As a result, Equion became wholly owned by the Company. The total consideration paid 
for the minority shareholders’ 30% interest was $12.8 million. 


Sale of the Aftermarket Cooling Business (the “A/M Sales’’) 


In August 1996, Equion completed the first of a two-stage sale of its aftermarket cooling business. The 
second stage closed in December 1996. A $0.7 million pre-tax loss has been recorded. In addition, 
a $0.2 million charge has been recorded in settlement of certain outstanding matters pertaining to the 
1995 sale of SSI and SAA. 


LOANS RECEIVABLE 


At July 31, 1997, there were four loans receivable, denominated in Canadian dollars, relating to the Company’s 
real estate investment business, totalling $5.4 million ($7.4 million Cdn.) and ranging in amounts between 
$0.8 million and $2.2 million. The loans earn fees and interest and are expected to yield an average rate of 
return of about 30%. The loans will be repaid within the next 23 months as follows: $1.9 million by July 31, 
1998, and $3.5 million by June 30, 1999. The loans are secured by specific real estate, personal guarantees and 
general security agreements. 
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CONCENTRATION OF CREDIT RISK 


Financial instruments which potentially subject the Company to concentration of credit risk consist principally 
of trade receivables and loans receivable. 


The Company sells to U.S. industrial and vehicular customers. The Company’s exposure to credit risk 
associated with the non-performance of these customers in fulfilling their contractual obligations can be 
directly impacted by a decline in economic conditions which could impair the customers’ ability to satisfy their 
obligations to the Company. In order to reduce the risks, the Company has credit procedures in place whereby 
analysis is performed to control the granting of credit to high-risk customers. 


The loans receivable are primarily to companies in the real estate development market. The ability of the 
debtors to meet contractual obligations would be similarly affected by changing economic, political, or other 
conditions. In order to reduce risks, the Company has credit procedures in place, performs due diligence, and 
analyzes related financial information on an ongoing basis. 


AMOUNTS RECEIVABLE 


July 31, July 31, 
1997 1996 
Amount Interest Rate Amount 
POTORUC CCIM ADIONC A), sete accpitinns Wachee ere Rare ME Go SER Gitar $2,379 8.75% $2,500 
Aqmount cite onedisposalofassets(D)i fischer ade wakes eee ces — 217 
Intcomentaxesmreceivabl ewes eet tn Mew clare eat er cree 399 650 
(COU ETe-d o. 3) Ahs Meera ee ented larch auibeared MO e IN secaatic Alas te Ra ae Ade ee == 458 
$2,778 $3,825 


(a) The note receivable resulted from the sale of SSI and SAA (note 2(c)). The remaining balance was 
received in September 1997. 


(b) This amount represents the balance of proceeds in connection with the EDL sale (note 2(d)). 
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INVENTORIES 


July 31, 
1997 1996 
Automotive and industrial 
Raw materials = oo i. ooh eels aeaconeke sence cis eee ese renee ee te ee a ieee $2,655 
Work i ProCess:... 5 sec ccc3 esas cee ace ae b= ea state eet ope cheutye Ree oe ee ee 351 319 
Finished 20008 oo :6 5, 5: o:scaye: ge th eo eikisie eae zetae ree Riese Sie et eee 189 Bue: 


eA | 4,149 


Obsol€scence TEServe sc Occ cco ccere ae Speen reared) te ete es ne ae (33) 227) 


1,218 3922 


Land and housing under development 


Land 
Acquisition® COSIS’.6 3 sfondi ee ope eno he Sed eel ee eg ee — 3,2k8 
Carrying’ COStS | ir. c sla eie omens ns cel ak elton ae, © eg en te ee -- 1S72 
Developimentcosts tre 25 wee ine ae cere re eee ee eee — 910 
= 5,693 
FH OUSHIG io asses a ae epee ey eg ren FR a 193 
a 5,886 
Provisionitorsdiminution 2.2.5 35 soe ee eee ee eee = (3,863) 
— 2,028 


$1,218 $5,945 


RELATED PARTY TRANSACTIONS 


(a) 


(b) 


(c) 


(d) 


Advances to and from related companies are non-interest bearing, have no specific terms of repayment, 
and consist of the following: 


July 31, 
1997 1996 
AdVances: fon Ae bo te ee eee ue sree. PRL eng Date MTD Ley ae ded ye ee ae SS SITS 
A GVANCES ERO ITI aoe ae areca eeeee ie ce rae Se EOL So Ret Ae eRe nt ee cl an aoe 19 409 


$(19) $1,070 


Substantially all of the Company’s preferred shares were held by companies which are subsidiaries of 
a company controlled by a trust for the children of the Company’s Chairman. The balance of the 
preferred shares were held by a company over which control or direction may be exercised by the 
Company’s President. All of the preferred shares were redeemed during fiscal 1996. 


$nil ($0.1 million — 1995) of promissory notes were payable to a company that is a subsidiary of 
a company controlled by a trust for the children of the Company’s Chairman. The Company’s Chairman 
is the President and a director of that company. This debt was secured by mortgages receivable. In 
addition $nil ($0.9 million — 1995) of promissory notes were payable to a former director of the 
Company and were secured by a pledge of a portion of the Company’s shares in Equion. All of the above 
promissory notes were repaid during the 1996 fiscal year. 


Year Ended July 31, 
1997 1996 1995 
Fees paid for management and other services provided* .................. $889 $1,204 $1,011 
Interest paid on the promissory notes referred to in note 7(c) ............. $— $ 72 $ 107 


* by the company referred to in note 7(c) together with one of its subsidiaries, and by a former director of the Company. 
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10. 


(e) The Company leases approximately 17,500 square feet of office space in Don Mills, Ontario from 
a corporation controlled by a person related to the Company’s Chairman, for $162,000 annually. The 
lease was renewed and now expires in 2002. The Company subleases part of the office space to the 
company referred to in note 7(c) for $62,000 annually. 


CAPITAL ASSETS 
Accumulated 
depreciation and 


Cost amortization Net Book Value 
July 31, July 31, July 31, July 31, July 31, July 31, 

1997 1996 1997 1996 1997 1996 
Eloteltlandmatce: mri tise $1,183 $ 1,186 Sila! S11, $ 69 $ 69 
Hotel building and equipment ........ 3,706 3,670 2,650 2,500 1,056 1,170 

Furniture, equipment, and leasehold 

AMAPTOVEMIEMES see aie ewan oS. 1,736 HAMIL 1,147 1,413 589 598 
Automotive machinery and equipment S27 4,596 203 1,690 16324! 2,906 


$8,152 $11,463 $5,114 $6,720 $3,038 $4,743 


Accumulated depreciation and amortization includes a $1,967,000 provision for decline in value of the hotel 
assets. 


RESTRUCTURING AND OTHER CHARGES 


Restructuring charges of $1,726,000 for 1995 included the following costs relating to the relocation of Hayden’s 
automotive parts distribution facility from California to Tennessee and the planned closure of the Company’s 
corporate office in Kentucky by January 1996 as a result of the sale of SSI: (i) $889,000 for termination 
benefits for eight California and Kentucky employees, (ii) $737,000 to relocate the distribution facility to 
Tennessee, and (iii) $100,000 to close the Kentucky corporate office. Of these total costs, $401,000 were paid 
in 1995 towards relocating the distribution facility and the unpaid balance of $1,325,000 was included in 
accounts payable and accrued liabilities as at July 31, 1995. 


In January 1996, an additional charge of $500,000 for termination benefits was recorded to reflect revised 
estimates for the Hayden restructuring. In 1996, $1,518,000 of the above restructuring charges were paid and 
the balance of $307,000 was included in accounts payable and accrued liabilities. That balance was paid during 
the 1997 fiscal year. 


LONG-TERM DEBT 


July 31, 

1997 1996 

Morigapepayab lene see A ht Grn CORA carat Seon een en mre I $ — S211 
INGTES DavaDlen Sttemy peaks cette Sele Style A Lebel Stern sani dA ves Be omtitae nies eee beets — 200 
— Zoot 
Hess ECULECNT POPION Mi. = ach is oe ho Mes ol aeals mids mill 0 7 eer ome ee on a _ 2,220 
$= $ 101 
Meg ILedAVErAge INLETESE PALES cok wears raares arsine oes a ashe one ate meee epi one cca eee — 8.3% 
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11. SHAREHOLDERS’ EQUITY 


(a) 


Changes in the Company’s outstanding common share capital were as follows: 


Number of Shares 


July 31, July 31, 
1997 1996 
Balance — beginning of year............... 22,967,907 23,445,846 
Sharesirepurchased n-ne es eee (92,000) (477,931) 
Fractional shares eliminated pursuant to a 
PHOF Acquisition: <2 gescen eg eee GE) (8) 
Balance:=="cnd: of yeattie cn. 4 22,875,900 22,967,907 


Amount 
July 31, July 31, 
1997 1996 
$24,065 $24,478 
(91) (413) 
$23,974 $24,065 


The aggregate legal stated capital of the common shares of the Company is $13.2 million. 


(b) 


The following stock option plan was in effect in 1997: 


1985 Stock Option Plan — 


Options have been granted to certain employees under this Plan which vest over five years and 
expire on the earlier of 10 years from the date of grant or on termination of employment, unless 
otherwise stated. Total options under the Plan are limited to 643,100. During 1997, no options were 
granted or expired, leaving 80,000 fully exerciseable options outstanding at prices ranging from 


$1.53 U.S. to $2.60 Cdn. 


12. INCOME TAX INFORMATION 


(a) 


(b) 


Income Taxes 


Income taxes including current and deferred portions, have been computed as 


follows: 


Year Ended July 31, 


1997 1996 
Combined Canadian federal and provincial income tax rate...... 44.6% 44.3% 
Earnings (loss) before income taxes and minority interest ...... $ (848)  $(2,673) 
Items which are non-deductible: 
Permanent Gitteren ces ines se Bor Wee eer eter ae ee 1,419 5,166 
Losses not taxietlectediey van. ee ee ae 928 4,058 
$1,499 $ 6,551 
Tax at) Dasicitates tana eae cea oe ee Ae eee eee $ 669 $ 2,902 
Decrease in taxes resulting from: 
Effects: of UnilediStates operations Mien em ee eee. (29) (367) 
Realization of benefits of loss and depletion carryforwards .... (S97) (E952) 
43 583 
Federal’ capital tax cudaer, 2 odes eieeei merece Grek ete is 21 14 
Income takes ark eh aA eae hee SAO. $ 64 $2. SOF 
EIRCCUVE tax Tale on. cetera eR rae er acl ta Reel anes es (7.5) % (22.3)% 


(1,536) 
(8,485) 


1,974 
40 


$ 2,014 
12.4% 


Substantially all of the components of the Company’s income before income tax expense are derived 


from the Company’s United States operations. 
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13. 


14. 


(c) At July 31, 1997, the Company and its subsidiaries had operating loss carryforwards for Canadian tax 
purposes which expire as follows: 


July 31 

Do) eee A ed 0s nda etc. Fos hua (a Pls ae le cath wilgat Seti Su fai enable dn sya dss $ — 
SS Re oat rire sheets gn etre A, i oe ra ies aha Sn Re eR ta adn tbl 24 
NVCO s 64 bp oe BR d.5 GH Abie BOS ORR Pe ao SR ee aT a On er ote, Sl ere 566 
PS NOM 5 Ss Geg-aihg GB Re Se it eee Siz Sn ne Pie AI eR ne TO ee etsy ed ee 2,490 
PANO wsa.t Sh esis 4 ee Bank Gloss bRoeed oie eNO ate ae eae eae eee aE ee oe a ed Re Ss 1,046 
PO OOSRan Gmaite tere ewe eer eet rey a, fo: cet al Ce lye) i Ne nee An ete 5,108 


The future tax benefits of these operating losses have not been recognized for financial reporting 
purposes. 


(d) Deferred tax assets of $300,000 at July 31, 1997 resulted from the excess of the tax basis of capital assets 
and goodwill over their book basis. 


NET EARNINGS (LOSS) PER COMMON SHARE 


The weighted average number of outstanding shares which was used to calculate net earnings (loss) per 
common shares was: 


Year Ended July 31, 


1997 1996 1995 
LSS ee oh grt canie CO tLe sane akc co OCR Oa RR ee a 22,950,107 23,305;57 | 23,445,846 
BULL Aad CHNUSie esece Seda a Nees eet te ee a 23,030,107 26,635,588 26,885,398 


INVESTMENT IN REAL ESTATE PARTNERSHIP AND JOINT VENTURES 


Included in the consolidated financial statements are the accounts of the following: 


Participation 
Interest 
Rose Homes Partnership 
(included in the Rose Homes Partnership is a 50% interest in the Rosedale North 
ULGIERY, CHELIEE) ire a ee teeters Biase, Ge ALS a Uae) NS a eRe RE aie Me OE, capine cleeeT ti sl Soe 98% 
Whit bysvonmis Ventileiy ge. ry. Ones. Saal ttt ee ohtaion ly SB BORIS ate Sede Aleck a 3 75% 


The proportionate share of, or undivided interest in, the above assets, liabilities, revenues, and expenses is 
reflected in the consolidated financial statements as follows: 


Year Ended July 31, 


1997 1996 1995 
NSS C Sens ARO ted Stee PAS nahh Nos Merit 9 a5. tho 5 FoR eens cent $ 1 $5,099 $7,194 
Sia DUT Sah es PA hgh eee eRe EP ar lay cyt ir ow uebac ln. Cane cere Re ot ae eS i DANES 2,184 
IKE VETIUCS Hae cee Ae iS Ae crue, utara aa aut eee eae ae ae leat 4,243 — 4 
GS OSTROLES ALC Serre y i et lak Ap NA iL hese Sete UEC Si en tere ks cae era 3,658 — — 
EX PenSes ph cbs yin tains, cba bubiy tthe oA Hate ghtecha aet erates lee 280 -— — 
Provisions OredimMinulionice her cssnu ets Aeals oe oe ite Bien ae Oks anions — 3,165 — 


The assets and liabilities shown above are primarily those of the Whitby Joint Venture. The revenues, cost of 
sales, expenses and provision for diminution for the years ended July 31, 1997 and 1996 relate specifically to the 
Whitby Joint Venture. 
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SIGNIFICANT DIFFERENCES BETWEEN CANADIAN AND UNITED STATES GENERALLY 


ACCEPTED ACCOUNTING PRINCIPLES 


The consolidated financial statements have been prepared in accordance with Canadian generally accepted 
accounting principles (“Canadian Basis”) which differ in certain respects from those prepared in accordance 
with accounting principles and practices generally accepted in the United States (“U.S. Basis”). Under the 
U.S. Basis certain items in the Consolidated Statement of Earnings and the Consolidated Balance Sheet would 
have been reported as follows: 


(a) Consolidated Statement of Earnings 
Year Ended July 31, 
1997 1996 1995 
Net earnings (loss) —=Canadian: Basis 1 race er cae $ (912)' $(4,160) $ 8,903 
Increased idepreciation-and amortization: Gi) eee 323(45)° (154) (548) 
Increased selling, general, and administrative expenses (ili) .. . oo (344) 
Decreased (increased) tax provision — deferred (i) (ii) ..... Q4(204) © (425) (61) 
Decreased gain on disposal of assets (i) (ii) (ili) ........... 2, re (1,027) (3,104) 
Add back dividends paid on preferred shares (iv) ........... — 412 442 
Net earnings: (loss) —sUS SB astso eee ee ieee ee $(1,539) > $(5,354)  $ 5,288 
— per Common;n shares aan. aaa emcees ee $ (0:07) “$.:(025)) ase 
(b) Consolidated Balance Sheet 
July 31, 1997 July 31, 1996 
Canadian US. Canadian US. 
4] Basis Basis Basis Basis 
[te a “7 oa a 
. a oe Assets 
1a ak Capital: assets: (Get) GG) <c-aee en ones eee ene $ 3,038 $3,038 $ 4,743 $5,276 
eee eee Goodwill: (i) 5.26 stews epee eae eee nae Reg Leds 1,641 1,928 
oe ; rd - |* Deferred income taxes — ASSET) .(GL) Piekwee ne eee 300 496 66 909 
526 <*157 =|48 V iabilities and shareholders’ equity 
Asal (4é Deferred income taxes — liability (i)............... _ — | 66 906 
lor > Retained carmingsen oe 5a see eee 7 ty er eres ait Gi / 1,848 2,671 
if 146 
y (1) Under the Canadian Basis, the fair values of the net assets acquired in a business combination are 
/ adjusted for differences from the amounts that will be used for tax poses, whereas under the 
U.S. Basis deferred income taxes are recorded on such differences. With the completion of the 
A/M Sale, there are no remaining differences between the U.S. Basis and the Canadian Basis for 
capital assets, goodwill and deferred income taxes payable. 
(ii) Under the Canadian Basis, the tax benefit of certain operating loss carryforwards of an acquired 


company were not recognized as an asset at the date of acquisition because there was no reasonable 
assurance of realization of such benefits. The tax benefits of these loss carryforwards are recognized 
as a reduction of income tax expense only when they are realized. Under the U.S. Basis, as set forth 
in Statement of Financial Accounting Standards (“FAS”) No. 109, the tax benefits may be 
recognized in a subsequent year when a change in circumstances justifies a decrease in the related 
valuation allowance. These benefits are first applied to reduce to zero any goodwill related to the 
acquisition, next applied to reduce to zero any intangible assets related to the acquisition and finally 
applied to reduce’ income tax expense. As at July 31, 1997 and 1996, management continued to 
recognize deferred tax assets on the basis that reversing taxable temporary differences and 
estimates of taxable income for the succeeding two years indicated that realization of the assets was 
more likely than not. 
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(¢) 


(d) 


(e) 


(f) 


(iii) Under the Canadian Basis, current costs of postretirement health care and life insurance benefits 
for certain SSI employees were expensed on a cash basis. Under the U.S. Basis, these benefits were 
accounted for in accordance with the provisions of FAS 106, which requires accrual, during the 
period of employment, of the expected cost of providing the benefits to the employees. 


The following is an analysis of the amounts included in the U.S. Basis measurements: 


Year Ended 
July 31, 
1995 
CORE NERS ERIE COS Soret fark aes Sect Sl eee ne ahaha AMY Saal Fase oe $ 214 
Interestzenyumtunded iabilitye re oo cen a ess baled sot he says bee ee: ee oe 548 
ATHOTLZAtIONe OH WHE CORMIZECUIOSSES 5 2a). cane de ho econ whee yeas wee urns 99 
Wessncashy ©xDENSessUNGer © aNnAaCian BASIS jee. << cs iva. £ Moacak ar dlovce ayant oue eee (370) 
$ 491 
i) Seba Asis AGIUSUMCIIEATHOO 9 5 oratoratas cress Gi 4.s°) ou apes Siivsis scree alas ace oy mean eos 344 


Prior to the sale of SSI, Equion’s Board of Directors adopted amendments to SSI’s retiree medical 
and life insurance plans that reduced its accumulated postretirement benefit obligation by 
approximately $2.5 million. The proportionate effect of this plan amendment has been included in 
the Company’s gain on sale of SSI. 


(iv) Under the U.S. Basis, dividends paid on preferred shares would not be included in the 
determination of net earnings. 


Primary Earnings Per Share 


The Company’s outstanding stock options are considered to be common stock equivalents for the purpose 
of determining primary earnings per common share. They are excluded, however, from the determination 
to the extent that they are anti-dilutive. Primary earnings (loss) per common share are $(0.04) 
($(0.18) — 1996; $0.38 — 1995). 


Joint Ventures 


Under the U.S. Basis, joint ventures would be accounted for on an equity or consolidated basis, as 
appropriate. The use of these methods would not result in any differences to net earnings or shareholders’ 
equity. 


Statement of Cash Flows 


Under the U.S. Basis, the cash received in 1996 on notes and other receivables of $3.4 million would be 
added to proceeds of disposal of $22.2 million and, in 1995, the amounts receivable of $7.0 million from 
the disposal of assets would be netted against the proceeds of disposal of $55.0 million. Also, under the 
U.S. Basis, the restricted cash indicated in note 16(d) would be excluded from cash and cash 
equivalents. 


FAS 121 
“Accounting for the impairment of long-lived assets and for long-lived assets to be disposed” 


The 1997 fiscal year is the initial year of application of FAS 121 “Accounting for the impairment of 
long-lived assets and for long-lived assets to be disposed”. If FAS 121 had been applied as at July 31, 
1996 and 1995, there would have been no material effect on the Company’s financial position or results of 
operations. 
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16. OTHER INFORMATION 


1G 


(a) 


(5) 


(c) 


(d) 


(e) 


Research and Development 


Included in selling, general, and administrative expenses are approximately $21,000 ($76,000 — 1996; 
$4,171,000 — 1995) of research and development costs. 


Depreciation and Amortization 


Total depreciation and amortization expense is $812,000 ($1,806,000 — 1996; $4,463,000 — 1995) of 
which $269,000 ($774,000 — 1996; $1,898,000 — 1995) is included in cost of sales and $nil ($nil — 
1996; $450,000 — 1995) represents amortization of deferred financing fees. 


Sales to Major Customers 


There were no major customers for the years ended July 31, 1997 and July 31, 1996. Sales to each of two 
major customers in the automotive and industrial segment for the year ended July 31, 1995 were 
$33,731,000 and $14,983,000 respectively. 


Cash and Short-Term Investments 


$495,000 ($538,000 — 1996) of cash and/or short-term investments are being held to secure outstanding 
letters of credit in connection with the real estate development operations. The cash and short-term 
investments include $10,691,000 denominated in Canadian dollars. 


Accounts Payable and Accrued Liabilities 


Accounts payable and accrued liabilities include accrued liabilities in the amount of $824,000. 


INTEREST ALLOCATION 


(a) 


(b) 


Capitalized interest is charged to the cost of sales of land on a proportionate basis of units sold to total 
units for each project. Interest incurred and charged to cost of sales is summarized below: 


Year Ended July 31, 


1997 1996 1995 

Interestieapitalized:—= begitanina of wear eyy.ns tae mee en eae eee eo $ — $670 $457 
Interest: incurred: ae For ee Oe SE eG ens Or -- 195 213 
865 670 

Interest expensed ne necromancer ers eens we ae — (865) — 
Interest capitalized ’—=end of years ae san oe oe eee a ee ronan cas $ — $ — $670 


Interest Expense 


Selling, general and administrative expenses include interest of $nil ($248,000 — 1996; $3,751,000 — 
1995). 
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SEGMENTED INFORMATION 
The following summarizes the Company’s operations by industry segment: 


Real Estate Investment 


Automotive Financing 
and and Corporate 
Industrial (1) Development Hotel and Other Total 

July 31, 1997 

INEVENUCS aren yee tee act ee re cenee os $ 14,501 $ 4,675 SS POD SB BS. Te 38H 
Wost of Sales-and expenses -5-.....<... 13,888 4,733 1,633 1,006 21,260 
Earnings (loss) from operations........ SoS pS e553) TG SRS A Sa 57 HS 71 
Wotdeassets Ba onc fondo nok Ae ss Seb 333 $ 5,936 SE 1552555 4$10:0351 $9 228;829 
Depreciation and amortization......... $ 646 $  — Su 62) 3S 4 $812 
July 31, 1996 

INE VENUC SMR Sees cians oa tein $ 52,929 SS eS $1,893" 2$2 9257) 3S 56.824 
Cost of Sales and expenses. ..2,2...2... 54,498 4,818 IPS 1,705 62,746 
Earnings (loss) from operations........ $ (1,569) $(3,073) $ 168 $(1,448) $ (5,922) 
IDGtalc assets a ae et ee kee $ 29,992 $ 4,076 SOS ST) Sr See 389 
Depreciation and amortization......... $ 1,576 $ — $..-156° $ 74 $ 1,806 
July 31, 1995 

INEVENULC Sma are ee ar te ere eee $138,709 QS 252 $ 1,960 $ 145 $141,066 
Cost olrsales' and expenses... <4. 2) sa) 140,639 331 1,908 1,766 144,644 
Earnings (loss) from operations........ $ (1,930) Seen a eS 2; be SCILO2 DL agioets.578) 
SE GUAASSE TS -steeih a: (awein.s eeaten ken ace $ 61,575 $ 8,116 Scl65i1 « $51,268) SS272.610 
Depreciation and amortization......... $ 4,203 $ == So 167 = S28 1039S 4-465 


(1) The Company’s automotive and industrial operations are located primarily in the United States. 


ADDITIONAL INFORMATION 


(a) Details of net changes in non-cash operating balances as reported in the Consolidated Statement of Cash 
Flows are as follows: 


Year Ended July 31, 


1997 1996 1995 
UinaCewe COlVa DIOS a ea Maer Wa tebondenatis spose am ante a peor $ 5,146 ee Sag | $ (1,895) 
POUMES MECC IVA DG ince weituc linc: eters Seeihen Gras Ae pe nuhe warsmneass Se 859 221 391 
INVENROTIES (CAULOMOLIWVE ine tere cs oc rakes cal eerie anda ous 160 2,817 (6,917) 
Advances to,and from related companies < 2.2... oc. marae 1,095 (176) (133) 
Accounts payable.and/accrued liabilities)... 2 v..2....-- (3,529) (6,167) 2,420 
Prenaidnexpenses and Olner ASsctS 5 2. son cae eee ae 82 468 (619) 
Income taxesmpayaDles 63 cia we wire ceutia 0 hae See Mote sle 0 wie — (1,800) 1,643 
Oiberiianilities te ia ok tess ne at oe cee Aa ee ee ee (4) (502) (1,814) 


$ 3,809  $ (1,408) $ (6,924) 
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(b) Cash paid for income taxes and for interest (net of amount capitalized) is as follows: 


Year Ended July 31, 


1997 1996 1995 
Thcome taxes) tne pear es ot Re a ee $ 6118 $ 3,004 $ 581 
Interest, (net of amount capitalized)... eee ee Sa 183 S266 $ 3,902 


EMPLOYEE BENEFIT PLANS 


Equion maintained a noncontributory defined benefit pension plan covering substantially all employees. The 
plan provided pension benefits based on the employee’s years of service and compensation. In all cases, funding 
was limited to amounts deductible for tax purposes and was at least equal to the minimum contribution 
required by law. The projected unit credit actuarial method was used to determine pension cost for financial 
accounting purposes. In May 1997, the plan was frozen and the defined contribution plan (see below) was 
enhanced. 


Net periodic pension cost (income) includes the following components: 


Year Ended July 31, 


1997 1996 1995 
Service cost — benefits cared during: the yeateoa... 4.6 aoe $ 86 $ 156 $ 367 
Interest. cost on projected enefitobligatione 4 vee 131 143 345 
Actual Teturni ON" aSSEIS..5.0 25k scien pak eae eee ek ene (86) (116) (533) 
Net:amortizationsand deferraltas 2... .o.aeeee ee (57) (13) a 
Curtailment gain, net of minimum liability adjustment of $170,000 (198) — _— 


$(124)  $ 170 $ 450 


Assumptions used in accounting for the plan were primarily as follows: 


Year Ended July 31, 


1997 1996 1995 
Discount Tate-ccy-ce Pees Nurses ha eres a ee mr Ie 6.65% 7.75% 7.715% 
Rate of increase im compensation levelves = wena eee ee N/A 4.0% 4.0% 
Expected long-term: raterotiretiinn on assets | see sean geo: 9.0% 9.0% 8.0% 


The following table sets forth the plan’s funded status and amounts recognized in the Company’s Consolidated 
Balance Sheet: 


July 31, 
1997 1996 1995 

Actuarial present value of benefit obligations: 

'V ested ‘benehitdolipauionne saris a) eer nema cee nein on eis $2,004 $1,382 $1,198 

Accumulated? Senctil OONSAION srincrp as iae en eee a eee $2,004 $1,480 $1,280 
Projected Benelit obligationit..0, oe ec heaee ae ee $2,004 $1,783 $1,629 
Plan ‘assets at fair :valuie: Spc gece oto ie eee eee ee ee (1,588) (1,467) (1,257) 
Projected benefit obligation in excess of plan assets............... 416 316 3i2 
Unrecoonized Net gains aati tak ere ater Lara Sn ey eee — 364 346 
Pension liability in the balance:sheet... 24.2... 6a.a00. 025 sence $ 416 $ 680 $ 718 


The defined benefit plan’s assets are invested in money market accounts and U.S. Treasury bonds with an 
investment management company. 


Hayden also sponsors a defined contribution and deferred compensation plan covering substantially all 
employees. Contributions are determined based on various methodologies including matching a certain 
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percentage of each participating employee’s contribution and contributing a specified percentage of covered 
employees’ annual base compensation each year. In addition, the employees may share in year end 
profit-sharing distributions. The Company’s expense for these plans approximated $83,000 ($252,000 — 1996; 
$1,152,000 — 1995). 


COMMITMENTS AND CONTINGENCIES 


(a) 


(b) 


(c) 


(d) 


(e) 


Minimum annual payments under the following commitments are: 


Management 
Leased and Other 
Years ending July 31 Premises Services Total 

LN 22) 6 lps Baa Ge OOS Oo SUN $ 281 $369 $ 650 
USS 8. @ & oie ale oh rate Recta s'a 7a Rc oe ee 312 — 312 
SAY sc soch os Sesto cs DEN Es SETA A So Sy Se 312 — uZ 
PADI a-egestethe caatient Gd eA Tvs x Ur Bsc CRE aC CRE che a ole — 312 
PANIIT SRR adi ok Ces Be Rao SRO ey ee a1 — 8) 2 

$1,529 $369 $1,898 


Under the leases, the Company is responsible for taxes, insurance, and maintenance, no portion of which 
is set out in this note, and sub-leases part of its Canadian office space to one party for $62,000 annually 
(note 7(e)), and one other party for $38,000 annually. The fees commitment for management and other 
services expires on December 31, 1997, and will be reviewed at that time (note 7(d)). 


Letters of credit have been issued with respect to two land and housing development projects totalling 
$0.5 million at July 31, 1997 ($0.5 million — 1996). 


The Company is a defendant in one lawsuit relating to product liability arising from an accident allegedly 
occurring in connection with the use of certain equipment which was formerly manufactured and/or 
distributed by Equion. The claimants allege substantial damages. Certain other similar lawsuits have 
been settled during past years without any significant adverse effect upon Equion. While the outcome of 
this lawsuit cannot be predicted with certainty, management, after consultation with legal counsel, is of 
the opinion, based on the facts known to it, that the liability, if any, from this lawsuit (to the extent not 
provided for by insurance or otherwise) will not have a material adverse effect upon the Company’s 
consolidated financial position or its results of operations or liquidity. 


One of the Company’s subsidiaries is a defendant, along with others, in a lawsuit alleging damages and 
deficiencies arising out of construction of the Symphony Place condominium tower. The Company 
believes that the claim is unlikely to succeed. In any event, exposure is likely limited to defence costs. 


The Company has identified certain environmental matters relating to soil contamination and waste 
water treatment systems at certain of its U.S. manufacturing facilities. The Company incurred $69,000 
($264,000 — 1996; $395,000 — 1995) of remediation costs during the year. The balance of the 
liability accrued at July 31, 1997 is $275,000. A final assessment has been prepared by independent 
consultants and remediation is underway. 


FAIR VALUE OF FINANCIAL ASSETS AND LIABILITIES 


The carrying values of cash and short-term investments, trade receivable, accounts payable and accrued 
liabilities approximate their fair value due to the relatively short periods to maturity of the instruments. 


The fair values of amounts receivable and loans receivable approximate their fair value because they bear 
interest rates that reflect current rates available to the Company for similar instruments. 
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23. SUBSEQUENT EVENTS 


After year end, the Company committed to provide financing of approximately $4.8 million for three real estate 
projects in downtown Toronto. The projects are expected to be completed within 30 months. 


24. COMPARATIVE FIGURES 


Certain prior years’ accounts have been reclassified to conform with the current year’s presentation. 
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IRE VENUC Stare ementrar wat tra nel merece, 

Cost of sales and expenses ........ 

Provision for diminution in asset 
VALUES ewe nla rieter aati cyausiakea whe 


Earnings (loss) from operations... . 
Share of income (loss) from 
IDVEStMCHt Sparen ee nee an 
Gain (loss) on disposal of assets .. . 
RES TEUCTULING? COSTS me ae. ie seein 


Earnings (loss) before income taxes 
and minority interest ........... 
Income taxes — current .......... 
== Geferredy.r reser 


Net earnings (loss) before minority 
HTOLES Uaioe enetersasepetacet sieters ieee 


SHALCEMM OE erat a Grcctieen otek she exaake 


Long-term debt, including current 
MORMOMheemeye ttre tee ches Horace ee 


Redeemable preferred shares ...... 


Enscor Inc. 


SELECTED FINANCIAL DATA 
(Expressed in United States thousands of dollars 
except per common share amounts) 


$22,523 
18,081 
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7 Months 
Ended 
Year Ended July 31, July 31, Year Ended December 31, 
1997 1996 1995 1994 1993 1992 1991 1990 1989 
$21,331 $56,824 $141,066 $126,554 $31,464 $29,701 $17,725 $59,138 $37,018 
21,260 59,581 144,441 122,618 30,639 27262 19647.) 53,916 27-369 
_— 3,165 203 1,003 829 5,508 1,992 12,754 315 
(52922) GS78) 2,933 (4) (3,069) (1,914) (7,532) 9,334 
— — — (94) — (353) (1,194) (707) (648) 
(919) 3,749 21,541 = = = 
eee) Wee tO) pee tarts ee in et Sg ee 
(848) (2,673) 16,237 2,839 (4) (3,422) (3,108) (8,239) 8,686 
364 597 2,188 501 429 47 193 (4,296) 3,331 
(300) — (174) 222 (264) (1,444) (1,519) 834 1,062 
(912) G270)) 145203 2,116 (169) (2,025) (1,782) (4,777) 4,293 
— 890 5,320 1,560 511 — — — — 


$ (912) $(4,160) $ 8,903 $ 556 $ (680) $(2,025) $(1,782) $(4,777) $ 4,293 


$ (0.04) $ (0.18) $ 0.38 $ 0.02 $ (0.04) $ (0.12) $ (0.13) $ (0.44) $ 0.39 


$28,829 $36,089 $ 72,610 $ 93,635 $90,264 $35,373 $49,085 $69,141 


$ — $ 2,321 $ 7,005 $ 34,488 $35,094 $11,633 $23,713 $40,962 $36,827 


| 
| 


$ 4896 $ 4896 $ 4,896 $ 3,400 $ 3,400 $ 2,155 $ 2,155 


See note 2 to the Company’s audited consolidated financial statements included herein for a description of 
certain acquisitions and divestitures made by the Company during the periods presented. See note 15 for 
a reconciliation of certain of such data to U.S. generally accepted accounting principles. 
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Enscor Inc. 
SUPPLEMENTARY DATA 
QUARTERLY FINANCIAL INFORMATION 


(Expressed in United States thousands of dollars 
except per common share amounts) 


First Second Third Fourth 
Quarter Quarter Quarter Quarter Year 

1997 
Det Salésc) See oe hee ee eee $ 3,049 neh Od) | $ 3,806 $ 8,455 $ 18,231 
Imterestaand! othermincomen eee ee 941 508 620 1,031 3,100 
‘otal tevenes iso h Aaa aetna $ 3,990 $ 3,429 $ 4,426 $ 9,486 $ 2b 334 
(FTOSS: Prohibes sacces alae Ree ee eae $ 1,106 $ 984 $ 1,341 $ 1,746 S$. Salen 
Earnings (loss) before income taxes and 

minority mterest.. 51h eke eee ee S78 $ (630) $ (100) $ (203) $ (848) 
Net eames: (loss). ca cae nerint oe ee een eee eee $ 38 $ (642) $ (102) $ (206) $ (912) 
Net earnings (loss) per common share ........... $ 0.00 $ (0.03) $ 0.00 $ (0.01) $ (0.04) 
1996 
INe€t sales shi. ane eee etie cel eee $15,827 $11,877 $15,421 $10,490 $ 53,615 
Interesteandlothemincomesa eee ene 908 S01 665 LS 5 3,209 
‘Totalirevenuesienw eee eee $16,735 $12,378 $16,086 $11,625 $ 56,824 
Grossi protit et os Se ee eee ee ee $ 4,156 $ 1,879 $ 4,051 $ 2,929 $ 13,083 
Earnings (loss) before income taxes and 

MINOLItys terest ks pee cee ee S$ G19 SO381 ie Seils $ (886) $ (2,673) 
INGt OSS <Gdete dag teres Wi eee kce saan ans eee ae $ (467) $(@,826)--$ (95) $ (572) S$°4ie@ 
Net loss: percommon shares, . 2441-9 eee eee $ (0.02) $ (0.12) $ (0:01) $)(0.03)> = Sm(Ga 
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MARKET FOR THE REGISTRANT’S COMMON SHARES AND 
RELATED SECURITY HOLDER MATTERS 


The Company’s Common Shares were offered to the public on April 23, 1981, and thereafter, have been traded 
on the NASDAQ Over-The-Counter market in the United States. The current NASDAQ symbol is ENCRF. On 
December 17, 1987, the Company’s Common Shares were listed for trading under the symbol ENZ.on The Toronto 
. Stock Exchange (Canada). 


The high and low bid quotations on The Toronto Stock Exchange reported in Canadian dollars and the 
NASDAQ ‘Over-The-Counter market reported in United States dollars for each fiscal quarterly period indicated 
were as follows: 


THE TORONTO STOCK EXCHANGE 
(expressed in Canadian dollars) 


1997 1996 1995 
High Low High Low High Low 
SSE (CDI EICCTR Soe aa G8 7 a eee $1.40 $1.00 S155 $1.00 $1.30 $1.15 
HR OYUN eh ep ae a Ac ee 1.30 0.91 1.40 0.90 1.25 1.10 
Br ACLS IN cc iran, Sicscicnn psi gue tik ws abatements eos 1.16 1.10 1.30 1.00 17S 1.10 
41) CONTACT ES iso aia Rane ne er POE es ere ee ee een 1.40 15 1.30 1.00 iets 1.40 

NASDAQ 

1997 1996 1995 
High Low High Low High Low 
"Sth CYCLES a A Slee on Bea Sore i ae ean ce em ee $0.94 $0.69 $1.25 $0.69 $0.81 $0.75 
PRR OU Atel enya te ho Wh ia) Ce See et Nee 0.81 0.69 1.06 0.68 0.81 0.75 
SCO ACEC Roe RENN oh Grid, Ole ta dcuruie eae cy ho eee 0.83 O75 1.00 0.68 1.06 0.69 
(OCS COTA CRIS AR eR PN gs EEF 0.94 0.75 0.94 0.68 et 1.00 


The NASDAQ Over-The-Counter market quotations reflect inter-dealer prices, without retail mark-up, 
mark-down, or commission, and may not represent actual transactions. 


As of October 1, 1997, there were approximately 1,600 Common shareholders of record. No dividends have 
been paid on the Common Shares. It is the Company’s present policy not to pay cash dividends, but to retain 
earnings to finance expansion, growth, and investment. Payment of future dividends will be at the discretion of the 
Board of Directors and will be dependent on the Company’s financial condition. 


The Investment Canada Act (“ICA”) provides that the acquisition of control of a Canadian corporation by a 
non-Canadian may be subject to review and approval under the ICA, and may be prohibited unless such acquisition 
is found by the responsible Minister of the Canadian government likely to be of net benefit to Canada. 


Dividends paid on Common Shares owned by a non-resident of Canada are subject to Canadian withholding 
tax under the Income Tax Act (Canada). The general rate of Canadian withholding tax on dividends paid to a 
non-resident person is 25% of the gross amount of the dividends. This rate may be reduced where there is an 
applicable tax treaty in existence between Canada and the country of the non-resident dividend recipient. 


Under the Canada-U.S. tax treaty, dividends paid by the Corporation to a resident of the United States are 
generally subject to a Canadian withholding tax of 15% of the gross amount of the dividends. 
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CORPORATE DIRECTORY 


OFFICERS 


Sam Reisman 
Chairman and 
Chief Executive Officer 


Stephen R. Morrison 
President 


Martin Simon 
Chief Operating Officer and 
Chief Financial Officer 


Tim Bankier 
Vice President 


Ken Ferguson 
Vice President 


Lana Sherman 
Senior Controller 


Gary Steinhart 
Corporate Secretary 


CORPORATE INFORMATION 


Head Office: 


Legal Counsel: 


Auditors: 


Transfer Agent: 


Trading Symbols: 


DIRECTORS 


Sam Reisman 2, 3 
Chairman and 

Chief Executive Officer 
Enscor Inc. 


Peter F. Chodos 1, 3 
Executive 
Philip Services Corp. 


Richard J. Dumler 1, 2 
Vice President 
Lambda Fund Management Inc. 


Seymour Epstein 1 
Chairman 

Seyton Ltd., 

Video Age Ltd., 

and Imagineering Ltd. 


Bryan Levman 
President 
Guidelines Advertising 


Stephen R. Morrison 1, 2, 3 
President 
Enscor Inc. 


Elan Pratzer 
Executive 
Elan Pratzer & Partners Inc. 


156 Duncan Mill Road 

Suite 12 

Don Mills, Ontario M3B 3N2 
Canada 


Tel. (416) 449-3535 
Fax (416) 449-9887 


Cassels Brock & Blackwell 
KPMG 
CIBC Mellon Trust Company 


ESE: ENZ 
NASDAQ: ENCRF 


FORM 10-K 


Shareholders may obtain, without charge, 

a copy of the Company’s Annual Report on 
Form 10-K, filed with the Securities and 
Exchange Commission, by contacting: 


Corporate Secretary 

Enscor Inc. 

156 Duncan Mill Road, Suite 12, 
Don Mills, Ontario, Canada 
M3B 3N2 

(416) 449-3535 


1. Indicates member of Audit Committee 
2. Indicates member of Compensation Committee 
3. Indicates member of Executive Committee 
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